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KEY ECONOMIC INDICATORS: 


All values in million U.S. $ 
unless otherwise stated. 


ITEM 


INCOME, PRODUCTION, EMPLOYMENT 
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Plant and Equipment Investment 
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Industrial Production (1968=100) (5/72) 
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Indices: 
Retail Sales (3/72) 5/ 
Wholesale Price (1949=100)(6/72) 
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Gold & For. Exchange Reserves (6/72) 
Balance of Payments (3/72) 
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Exports, FOB (5/72) 
U.S. Share 
Imports, CIF (5/72) 
U.S. Share 


Main imports from U.S. (Jan.-April 1972): 


textiles and textile manufactures, including wearing apparel, $9.9; iron, steel, non-ferrous 
metals, and miscellaneous metal manufactures, $12.3; machinery, machine tools and industrial 
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Foods and beverages, $18.2; metallic ores and 
metal scrap, $2.3; chemicals, pharmaceuticals, toiletries, and plastic materials, $22.0; 


plant equipment, $70.0: professional, scientific, medical and related instruments and ap- 
pliances, $10.7; transport equipment, including highway and construction vehicles, and air- 
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Footnotes: * C/same cumulative portion of B. 
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Institute of Economic Research, May 1972. 
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** Avg. growth rate for period indicated 
1/ Percentages were calculated on basis 
2/ Estimate by National 


3/ Index of industrial production, divided by 
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SUMMARY 


The Swedish economy is now recovering from the sharp 
1971 recession. The cyclical upturn, led by export 
demand, is expected to gain momentum during the second 
half of 1972, assuming that international demand con- 
tinues to grow. Increased economic activity will 
stimulate additional imports and probably lead to pres- 
sure on Sweden's balance of payments. Unemployment has 
already declined significantly. The traditional short- 
age of skilled labor and the lower level of investment 
in recent years raises a real danger that exports will 
not be able to keep pace with imports over the months 
ahead. Credit restrictions may be imposed this winter. 


Industrial investment is, nevertheless, expected to rise 
during the current year, offering improved prospects for 
sales of US machinery and equipment. Imports of con- 
sumer goods will also rise, offering additional market 
opportunities for US exporters. Swedish interest in 
direct investment in the United States has increased 
recently, while US investment in Sweden continues at 
moderate levels. 


On July 22, Sweden signed an industrial free-trade 
agreement with the European Community. The agreement 
will probably stimulate the already strong orienta- 
tion of Swedish trade toward Western Europe and could 
cause some reduction in sales of US parts and compo- 
nents to Sweden, because of the stricter rules of origin 
applicable beginning next year. Any losses there, how- 
ever, should be more than offset by higher imports of 
US capital goods. The US Trade Center for Scandinavia, 
located in Stockholm, continues to offer its services 
to US exporters to this market. 


A. | CURRENT ECONOMIC SITUATION AND TRENDS 


l. Econo Recovering from 1971 Recession 


The Swedish economy is recovering from a sharp recession, which now appears 
to have reached bottom in November and December 1971. Growth was hesitant 
and spotty during the first quarter, but the first preliminary figures for 
the second quarter of the current year indicate that the momentum of the 
recovery has picked up. Forecasts for the second half of 1972 are quite 
optimistic. 


Swedish official predictions --which were accepted by the OECD secretariat-- 
call for a real GNP growth in 1972 of about 3. However, most non-official 
observers believe that the later than expected recovery will hold overall 
growth this year to a somewhat lower figure. In any event, there will be 
substantial improvement over the 0.3% rate achieved in 1971. 


2. Export Demand Stimulates Recovery, But Balance of Payments Vulnerable 


Following the pattern of 1969 and several other previous periods of increasing 
economic activity, the business pickup now taking place is being led by a rise 
in export demand. Swedish exports, during the first five months of 1972 were 
6% higher, in current prices, than exports during the corresponding period of 
1971. Expectations for the full year, as published by the government in May, 
are for an increase of just over 7%. These predictions appear to be supported 
by the results of the "business barometer" survey of June 1972, which was 
published late in July. In that survey businessmen reported rising export 
orders, particularly for paper, pulp and sawn wood, rubber and plastics, ship- 
building, machinery and steel. 


These favorable export prospects are confirmed by the expanding economic con- 
ditions in those countries which are Sweden's major markets. The OECD Economic 
Outlook, published in July 1972, predicts that imports of the following coun- 
tries will increase by the percentages listed below, in current dollar prices: 


1971/72 1972 T/l I 
United Kingdom 19 12 3/4 
West Germany 164 14 3/4 
Denmark 9 3/4 13 3/4 
Norway 9 3/4 135 


If these predictions are even partially realized, they will create strong 
demand for Swedish exports to these markets in the second half of 1972 and 
the first half of 1973. While Swedish direct exports to the United States 

are only 7% of total exports, the expansionary conditions in the United States 








attract imports from Europe and thus stimulate the European economies, which 
are Sweden's principal export markets. At any rate, however, export demand 
is likely to exceed Sweden's capacity to meet it: recent expansion of pro- 
duction capacity has been slow, productivity growth, although expected to 
rise in 1972, is lower than in former times and there is always a shortage of 
skilled labor. 


Sweden's imports increased by about 7%, in current prices, during the first 
five months of 1972. Imports for the entire calendar year are expected to 
increase by more than 9% (compared to a 7% rise in exports). Prospects for 
specific products are listed in B. 1 and B. 5 below. In light of the sharp 
increase predicted for imports and the steadily deteriorating balance on 
tourism and other invisibles, Sweden's balance of payments --which has been 
relatively favorable for the past year and a half-- is expected to worsen 
during the coming winter. 


3. Unemplo nt Picture Brighter 


With the upturn in economic activity, the unemployment picture has brightened 
considerably during the past several months. From a high of 3.5% in January 
of this year, the rate of unemployment had dropped to 2.2% by June. At the 
same time, the number of unfilled positions registered with employment of- 
fices has nearly doubled from a January low of 24,000 to a June figure ap- 
proaching 45,000. Joblessness in the key building and construction sector, 
which reached a mid-winter level in excess of 13%, is now down to 4.1%. 

Labor market officials fear, however, that this improvement will be partially 
offset this fall and winter by seasonal layoffs and a general slowdown in 
construction activity. They are now preparing programs to stimulate employ- 
ment among building and construction workers. 


4, Increase Expected in Industrial Investment 


Gross domestic investment*, in constant prices, is estimated to have decreased 
by 334 in 1971. Some of the major elements which contributed to this decline 
were substantial reductions in residential construction, local government 
investments (excluding dwellings and industry), and investment in commercial 
construction and equipment. Government estimates for gross domestic invest- 
ment*, in 1972, predict an overall increase of 5% --from depressed 1971 levels. 
This estimate is generally believed to be on the high side, particularly in 
light of the decision to double the employers' payroll tax as of January l, 
1973. Some investment may be postponed since the increase in tax from 2 to 

4% will have an obvious impact on profits. 


Nevertheless, expenditures on industrial machinery and equipment rose 2.5% in 
1971 (in constant prices) and should be considerably higher this year when the 


* excluding the merchant fleet 


economy is expanding. Thus, on balance, there should be an improved market 
for US investment goods in the second half of 1972 and early 1973. 


5. Credit Restrictions Anticipated 


Total new lending flows in the organized credit market in 1971 increased by 
more than 30% over the previous year. By far the largest share of this rise 
went to the private business sector, which increased its new borrowings by 
more than 100%. Total lending continued to increase fairly rapidly during 
the first quarter of 1972, although not at the spectacular rate of the 
previous year. The 13.4% increase in the money supply over the latest 12 
month period is another indication of this credit expansion. 


As this report is written, it appears that the liquidity of most private 
business concerns, which improved substantially during 1971, is still quite 
strong. Nevertheless, bankers have been warning that credit may become 
tighter. In view of the current stage of the business cycle and judging 
from past experience --particularly the government't concern about Sweden's 
balance of payments-- it would seem logical to expect restriction of credit 
this winter. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. Imports of Investment Goods Should Increase 


US exports to Sweden, both in absolute terms and as a share in the total 
Swedish import market, have declined over the past year and a half. The 
primary cause was the Swedish recession. Another likely cause was that 
recent Swedish imports have included a larger component of consumer goods 
and a smaller component of investment goods than during the preceding period. 


According to the results of the latest survey of investment intentions, the 
Swedish industries which expect to make the greatest increases in their in- 
vestments in machinery and equipment in 1972 are the chemical industry (in- 
cluding rubber, petroleum and coal), the engineering industry (i.e. machinery, 
metal fabrication and transport equipment), public utilities (including 
electricity, gas and water works), iron and steel and other metal working 
industries, and mining. US suppliers of equipment for these industries should 
find improved sales opportunities in the coming months, 


2. Imports of Food and Other Consumer Goods Should Also Rise 
As a result of the predicted increase in domestic consumer demand and the 


replenishment of stocks, imports of consumer goods are expected to rige by 
some 15% between 1971 and 1972, in current prices. US suppliers of labor- 





saving household products and other consumer goods may benefit if they are 
alert. 


Imports of food products are expected to share in the anticipated general in- 
crease in imports of consumer goods in 1972, although probably at a rate of 
less than 15%. This increase is likely to be most pronounced for convenience 
foods, fresh and processed fruit and vegetables and fats and oils. The first 
two groups are favored by higher income and employment levels and a consequent 
feeling of security among the consumers. Imports of US marine oils, soybean, 
cottonseed and peanut oils are favored by a decline in butter consumption and 
restrictions in the use of domestic rape seed oil. On the other hand, the 
prospect of another good crop in 1972 is likely to keep imports of US grain 
in 1972 at a minimum level of a few thousand tons of wheat and up to 30,000 
tons of corn. 


The concessions made so far by Sweden to the EC with respect to wine, grapes, 
peaches, cauliflower, carrots and certain flowers and bulbs will in the long 
run have some detrimental effect on US exports of these commodities unless 

the concessions are extended to third countries, which at present seems un- 
likely. In addition, certain protection for manufacturers of a number of 
processed foods will be eliminated with respect to imports from the EC. Since 
a complete list of these products is not available and since the special pro- 
tection for some of these products is a part of a single tariff, it is not 

yet possible to evaluate the effect on US exports to Sweden. It seems probable, 
however, that these concessions will have a detrimental effect on US exports 
to Sweden, especially potato flakes and ice cream (total US export value in 
1971 for potato flakes was about $0.5 million and for ice cream $0.1 million). 
The parties have also agreed to seek further liberalization of agricultural 
trade and to apply sanitary and veterinary rules with leniency. In the long 
run, this agreement could also cause difficulties for US exports. 


3. Sweden Signs Free-Trade Agreement with European Communities 


With the signing on July 22 of the EC agreement, the long negotiations for a 
link with the Common Market came to an end, The agreement, covering only 
industrial goods --with long transition periods for paper, steel and other 
“sensitive” products-- falls short of the customs union sought by Swedish 
negotiators. Spokesmen for industry, particularly the "sensitive" sectors, 
are not happy with the agreement. Virtually all Swedes, however, are relieved 
that the uncertainty is over and believe that the agreement offers favorable 
opportunities for Swedish exporters. 


The most likely immediate result of the agreement is that Swedish industry 
will make a greater effort to work out production and sales arrangements 
with industry within the expanded EC. The already strong orientation toward 
Western Europe (some 75% of Swedish trade is with the EC/EFTA countries) is 
likely to increase. Thus there may be some shift away from US suppliers, 
particularly if the new rules of origin have an adverse impact on the com- 


ponents and parts trade with the US. On the other hand, the current expansive 


phase of the Swedish business cycle will favor imports from all sources. US 
subsidiaries in Western Europe, moreover, will share importantly in any ex- 
pansion of Swedish purchases there. 





4, Swedish Business Shows Interest in Direct Investment in the United 


States 


On May 23 and 24, 1972, the General Export Association of Sweden sponsored a 
symposium on “Establishing a Business in the United States." At that sym- 
posium, there were several indications of serious interest on the part of 
Swedish business in direct investment in the United States. Recent exchange 
rate realignments have made foreign investment in the United States more at- 
tractive than before. US investment interest in Sweden continues on a moder- 
ate scale. 


5. Potential US Exports to Sweden 


The US Trade Center for Scandinavia, located in Stockholm, is an outstanding 
forum for American firms and their agents in this market. Focusing exclu- 
sively on products with excellent sales potential, the Trade Center has now 
scheduled the following exhibitions: 

Electronic Data Processing Equipment, September 18-23, 1972 

Pollution Control Equipment, December 4-9, 1972 

Electronic Components, January 29 - February 3, 1973 

Metal Parts Production Equipment, March 5-10, 1973 

Materials Handling Equipment, April 9-14, 1973 
The Trade Center will also direct an exhibition of American equipment for the 
shipbuilding industry at NOR-SHIPPING'73, a fair to be held in Oslo, Norway, 
May 2-9, 1973. Additional information on these six product categories, in- 
cluding precise SIC codes, may be obtained in the corresponding Export Market 
Guides published by the US Department of Commerce. 


In addition to the product categories listed above and the "investment list" 
in section B. 1, information reported by the Commercial and Agricultural 
Offices of the Embassy indicates good sales potential for the following types 
of products: 


a) Manufactured Goods 

1. Advanced educational and industrial training aids 

2. Electronic testing and production equipment 

3. Instrumentation for chemical and physical measurement 

4, Packaging equipment 

5. Medical, surgical, and hospital equipment 

6. Restaurant, hotel, and catering equipment 

7. §Engineering components for machinery and vehicles 

8. Industrial process controls 

9. Selected equipment and materials for the building industries 
10. Equipment and instrumentation for product and materials testing 
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b) Food Products 


Convenience foods, canned and frozen 


Fresh vegetables, notably lettuce 


Fruit and vegetable products, notably concentrated orange juice 
- Marine and vegetable oils 
Dietary and health food 


Sea food 


OU FW w 


Further information on these and other business opportunities is available 


through the Department of Commerce in Washington and at any of its Business 
Field Offices, located in major cities throughout the United States. 
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